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PART A 
ALL Students MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by 
clearly circling the appropriate letters on the Answer Sheet provided on page 10. 


. Producer surplus for a particular good is... 


a. 


e295 


The benefit that producers get from production less what they have to pay to 
produce that good 

None of the other answers 

The area above the supply curve but below the price of the good 

The surplus that consumers must pay above the cost of producing that good 

The difference between the marginal cost of producing the good and the price of 
that good 


. How does the composition of diet change as economies develop and become 


wealthier? 

a. An decreasing proportion of the diet is made up of animal products and oils and 
fats 

b. An increasing proportion of the diet is made up of animal products and oils and 
fats 

C. An increasing proportion of the diet is made up of cereals 

d. It does not change 

e. A decreasing proportion of the diet is made up of cereals 


. The two characteristics that define an open-access resource are that it is... 
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Non-rival and non-exclusive 
Rival and non-exclusive 
Non-exclusive and non-priced 
Non-rival and exclusive 
Non-exclusive and inelastic 


. Which of the following will cause a shift in the supply curve for DVDs? 
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A change in income 

A change in the price of DVDs 

A change in the cost of manufacturing DVDs 
An increase in population 

A fall in the price of streaming video services 


. What type of sustainability generally assumes that different categories of capital 
are substitutable amongst each other? 
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Open sustainability 
Closed sustainability 
Weak sustainability 
Strong sustainability 
Optimal sustainability 
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6. Which of the following could be classified as club goods? 


A congested toll road 

Watching a film at a cinema 

An uncongested toll road 
Subscribing to a satellite TV channel 
None of the above 
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Figure 1 
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7. Identify the area of economic surplus in Figure 1 


a. A 

b B 

Cc. C 

d. A+B+C 
e A+B 


8. What has been the main determining factor in the decline of farm incomes in 
Australia since the 1970s? 


a. The effects of drought 
b. Deteriorating terms of trade (i.e. prices of agricultural outputs rising at a lower rate 
than prices of agricultural inputs) 


c Decreasing quantity of output 
d. Decreasing government support for agriculture 
e. Decreasing numbers of farms 
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9. Which of the following are possible reasons for the relative success of achieving 
agreement on international ozone depletion policy? 


a. 
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Well understood science explaining the relationship between the pollutants and 
the depletion of ozone and clear evidence of the effects 

Potentially huge costs resulting from ozone depletion 

Relatively few ozone depleting chemicals emitted from a few production activities 
Low costs of abatement 

None of the above 


10.Which one of the following statements is false? 


a. 
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The “optimal” level of pollution occurs where demand for a good is equal to supply 
of that good, plus the external costs caused by pollution which is emitted from the 
production of that good 

The “optimal” level of pollution is unlikely to be zero 

The “optimal” level of pollution maximises industry profits 

The supply curve for producers in an industry which also produces pollution does 
not include the external costs that pollution imposes upon society 

Taxes can be used to internalise pollution costs 


11.Willingness to pay is... 


a. 
b. 


@ 


The amount that a consumer pays for a good or service 

The monetary expression of the benefits that consumers expect to receive from 
consumption of a good or service 

Voluntary payment of the price of a good or service 

None of the other answers 

Represented by the demand curve 


12.What does the demand curve for a specific market represent? 
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The relationship between price and quantity in that market 

How much of that product is available in that market 

What consumers are willing to pay for the good or service in that market 
The price paid in that market 

None of the above 


13.If producing a good generates pollution (a negative externality), from a social 
perspective ... 
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The price will be too low and the quantity produced will be too low 
The price will be too high and the quantity produced will be too low 
The price will be too high and the quantity produced will be too high 
The price will be too low but the quantity produced will be correct 
The price will be too low and the quantity produced will be too high 
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14. Engel’s Law states that... 


a. As income rises the proportion of income spent on food falls 
b. As income rises the proportion of income spent on food remains constant 
C. The income elasticity of food is greater than 1 
d. As income rises the proportion of income spent on food rises 
e. All of the other answers 
Figure 2 
Social costs of 
supply (private + 
Price (5) external costs) 


Private costs 
of supply 


Demand 


__ 


0 Q, Q; Quantity (kWh) 


15.Figure 2 above shows a hypothetical market for coal-fired electricity. Which of the 
shaded areas labelled A, B, C or D represent the total social costs that arise as a 
result of the negative externality caused by pollution when the market is 
unregulated and at a competitive equilibrium? 


a. None of these areas 
b. B 

Cc. B+C 

d. D 

e. C 


16. Which of the following is not a component of total economic value? 


Direct use value 
Indirect use value 
Quasi-use value 
Bequest value 
Existence value 
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17.Which of the following are examples of a negative externality? 


a. A beekeeper who keeps bees for the honey they produce, but which also pollinate 
trees in a nearby commercial orchard 

b. Emissions from a coal-fired power station increase the incidence of respiratory 
disease in a town close by 

C. Loud music from a party keeps people living nearby awake 

d. Run-off of fertiliser nutrients from an agricultural region into a river catchment 


causes algal blooms at the river estuary which makes it less attractive for 
recreational use 
e. Renovation of a derelict house increases the value of neighboring houses 


18.In a competitive market there are... 


Many buyers, but there might be only one or two sellers 
Many sellers, but there might be only one or two buyers 
Many buyers and sellers 

One firm that sets the price for others to follow 

A few sellers who act together to set prices 
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Table 1 


Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous | Good 3 Good 4 


19. With reference to Table 1, examples of goods of type Good 2 would include... 


Pure private goods 
Common goods 

Club goods 

Partially private goods 
Pure public goods 
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20. With reference to Table 1, examples of goods of type Good 3 would include... 


Pure private goods 
Common goods 

Club goods 

Partially private goods 
Pure public goods 
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PART B 
Candidates MUST answer any TWO (2) of the SIX (6) questions in the 
Answer Books provided 
(20 marks are allocated to each question) 


Question 21 


a) Define and explain the concept of economic surplus using a diagram which also 
shows where economic surplus is maximised (in a perfectly competitive market). 
(12 marks) 

b) Using an example of your choice explain how market failure reduces economic 
surplus. (8 marks) 


Question 22 


a) Explain — using examples — how common ownership of resources can lead to their 
overexploitation in some circumstances. (12 marks) 
b) Suggest some policy (or other) solutions to these kinds of problems. (8 marks) 


Question 23 


a) Discuss the influence of the terms of trade on agricultural incomes in Australia. 
(12 marks) 

b) What other factors have influenced the trend of farm incomes in recent decades? 
(8 marks) 


Question 24 


a) Describe three characteristics that a market requires in order to be considered 
perfectly competitive and illustrate your answer by describing how examples of real 
markets either do, or do not, conform to these characteristics. (14 marks in total with 
marks allocated to each characteristic equally) 


b) Do you think that the competitive market model is a realistic representation of the 
world? Discuss this question and explain what role the model plays in identifying and 
solving economic problems. (6 marks) 


Question 25 


a) Use a diagram to define and explain where the socially optimal level of pollution 
occurs. (10 marks) 


b) Outline two policy measures that could be used to intervene in markets and explain 
how they would operate to move market equilibrium back towards the socially optimal 
level of pollution. (10 marks) 


Question 26 is on the next page 
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Question 26 


a) What kinds of benefits does the environment provide for humans? Answer this 
question with reference to the concept of total economic value and by using an 
example of an ecosystem of your own choosing. (10 marks) 


b) Outline two techniques that economists can use to estimate some components of 
total economic value. (10 marks) 


This page Is 
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PART A— MULTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your Answer Books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1 eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5. eae ebe ece ede ece 
6. eae ebe ece ede ece 
ti eae ebe ece ede ece 
8. eae ebe ece ede ece 
gd. eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
1S. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
os eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in 
the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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